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Chinese-style decentralization, which characterized by tight combination of 
economic decentralization and political centralization, was the most central and 
crucial institutional foundation to support the miracle of economic growth since 
China’s reform and opening up for the past 30 years, but many serious issues 
accompanied by the economic miracle such as local protectionism, regional disparities, 
and “race to the bottom ”in welfare, were also closely related to the unique institution 
of Chinese-style decentralization. The academic discussion about proceeds of this 
institution has greatly increased our understanding about country governance, but the 
price of this institution is still far from enough discussion. In recognition of the 
academic consensus that Chinese-style decentralization has important contribution to 
China’s high speed of economic growth, this paper is an empirical study focusing on 
the price of Chinese-style decentralization. 
Based on absorbing the theory resources in public economics and political 
science, this study presents a relatively comprehensive analysis framework for the 
description and operationalization of Chinese-style decentralization, which is called 
the theory of functional federalism and authoritarian bureaucracy governance, and 
then we use the theoretical framework to analysis some empirical issues in the world 
of Chinese fiscal politics quantitatively such as the structure of local fiscal 
expenditure, distribution of fiscal payments form central to local, land finance of local 
government etc, the empirical analysis shows that this theoretical framework has 
strong explanatory power. 
Through diachronic reviews to the relationship between the central and local 
governments, this study suggests that, the process of financial system evolution 
between governments is essentially the process of state building, after the fiscal 
contracting system and tax sharing system, the fiscal relationship between central and 
local governments of China has been gradually achieved the integration with 














of China is that during the process of decentralization in economic affairs, the central 
government has failed to undertake the main fiscal responsibility of redistribution as a 
whole, instead of that is taking lower overall and a decentralized management system, 
moving the responsibility of redistribution to the local governments and using the 
increased fiscal transfer payments to fill and drive local governments, this institution 
being in transition can only be regarded as a kind of “quasi-functional federalism”. In 
order to maintain the operation of this kind of system, the institutional strategy for 
central government is mainly enhancing its centralization and control in the selection 
and promotion of local officials and exploiting the ability of providing great scale of 
fiscal transfer payments as a result of revenue centralization after the Tax Sharing 
System, to achieve the purpose of effecting and guiding local governments’ 
decision-making on fiscal expenditure. 
The price of Chinese-style decentralization is growing prominent in the practice 
of fiscal politics, a strong evidence is that the local governments have not transformed 
to public service oriented ones obediently as the central government’s expectation, but 
a developmental state thoroughly, the main characteristic is the expansion of 
developmental expenditure and the reduction of redistributive expenditure in 
budgetary expenditures together with the expansion of land finance in extra-budgetary 
system. 
Fiscal transfer payments of the central government can only pay the role of 
correcting facts of local governments’ developmental preference and “race to the 
bottom” in welfare in a certain extent, they cannot fundamentally change tendency 
and preference of local governments’ spending. 
The allocation of fiscal transfer payments of the central government has been 
effected by multiple factors, the function of fair has been followed only to a certain 
extent for they have been used to make up the vertical fiscal gap and support local 
expenditure on redistributive services. However, the role of making up the horizontal 
fiscal gap has not been played well, but strongly following the function of benefit and 
failing to effectively compensates the spillover of supplying local welfare during the 















payments has also been disturbed and influenced by the practice of 
authoritarian bureaucracy governance, all of these are against the function of fair. 
Due to constraints of divided household registration system between urban and 
rural areas, the mechanism of “vote with their feet” required by fiscal federalism has 
failed to effectively play the role in local governments, this not only has hampered the 
development of a unified national market, but also constantly enlarged the existing 
welfare gap between regions and between urban and rural areas. And due to divided 
welfare system between urban and rural areas, low welfare in Chinese rural areas has 
seriously restricted the overall planning of urban and rural construction, what is worse, 
the supply of public goods in rural areas has been transformed to a kind of model 
based projects after the reform of taxes and fees. As this model of supply has largely 
rejected the principal role of villagers, the democratic mechanism of “voting by hand” 
has also failed to play its great potential and effect in the process of supplying rural 
public goods, and it has caused the serious problem named project involution 
liabilities in the process of new rural construction. 
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